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Executive Summary

An unending string of Federd Communications Commission (FCC) regulations and court decisons may be
putting our nationa universal service system at greet risk.

Firgt, the FCC is proposing to relieve long distance carriers of the duty the Telecommunications Act of
1996 gave them to support federd universal service programs by shifting an unfair support burden onto
carriersthat connect end user customers to the public switched voice telephone network. 1t is undisputed
that the FCC needs to ensure that universal service funding is sufficient and sustainable. Whilethereis il
controversy about how to improve the current system, it is clear that the FCC needs to follow the law and
ensure that interstate long distance carriers continue to provide their share of support, asis mandated by
datute. It isaso clear that the FCC has to make al service providersthat offer competing services and
functions contribute to universal service funding to avoid both marketplace ditortions and saddling some
customers with too much of the cogt of nationa poalicy.

Second, the FCC has to make sure that support for new carriersis not excessive, carries redl
respongbilities, and provides red customer benefits. Even though Congress specificaly expanded and
spelled out the nation's long-standing commitment to universal service in the 1996 Act, the FCC's notion of
"competitive neutrdity” hasled it to squander support collected from the nation's consumers and businesses
by guaranteeing windfall payments to "competitors.” The FCC has put enormous pressure on the sze of
the federa support program for high cost rurd areas by providing "support” without regard to a competing
carrier's costs and trying to prevent states from adopting requirements to ensure that carriers provide
"vaue' in return for the support they receive.

It istime for Congress to remind the FCC that the purpose of federa support in high cost areasiis neither
smply to double or triple the cost of nationwide universa service to provide new carriers with premium
profits nor to provide customers with subsidized choices.

The 1996 Act recognized the delicate ba ance that would have to take place for its two-fold objective of
universal service and competition/deregulation to coexist. Y et the regulators and the courts have routingly
assgned a higher value to what one Commissioner has called "creating competition,” to the distinct
disadvantage of both the rurd markets and consumersit is designed to help and the users of the network
that pay the tab.

Today multiple carriers may recaive universal service support based upon the incumbents costs, rather than
their own. In addition, competitors are receiving such support without "capturing” any customer lines or
sarving any new lines. In other words, far more support is flowing through the universal service system than
necessary. Such needless support adds to the pressure from the costs of the newer programs devel oped
under the 1996 Act's provisions for schoals, libraries and health care discounts. Mounting pressures on
fund sze dso come a atime when the fund is growing because of decisons that subgtitute universal service
support for access charge cost recovery in furtherance of controversid court rulings about what congtitutes
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“inmplicit support” that should be made "explicit."

The states generdly have only exacerbated the Stuation, with many failing to place a high premium on the
public interest when eva uating digible tedecommunications carrier (ETC) requests or determining whether
to develop state universa service plans. States need to provide afair share of state support for added
cariersthey desgnate. They also need to use their oversight duties to ensure that noncost based support
paid to competing carriersis used soldy for valid universa service purposes.

Congdering the world we live in today, we believe there can be no denying the criticad role universa
sarvice plays in ensuring the future of our nationwide integrated network - anetwork that has been proven
again and again to be o critica to our nationa and economic security. Thus, we call on the Congress
today to work with usto stem the stream of regulatory and lega decisonsthat are unraveling the universa
service program, and to once again sustain the nation's commitment to this important nationa policy.

Introduction

Mr. Chairman, members of the committee, my nameis Don Bond, and | am the third-generation president
of Public Service Telephone Company in Reynolds, Georgia My grandparents Hiram Columbus Bond
and Besse Marie Bond were the first generation of our family to enter the telephone business. Among his
many efforts to help our company grow, my father H. C. Bond, J. worked to acquire Rurd Utilities
Sarvice (formerly Rurd Electrification Adminigtration) financing to upgrade equipment and further extend
sarviceinto rurd areas. Today Public Service Teephone Company serves 1,050 square miles of territory
between Macon and Columbus, Georgia.

The dream of my grandparents and parents to provide affordable voice grade service to residents and
businessesin rurd Georgia has been advanced as my family’ s company has grown to provide avariety of
sarvices through Public Service Communications. Through its subsdiaries, Public Service Communications
provides wirdine and wirdless telephone service, Internet access, cable televison, and long-distance
sarvicesin Georgiaand Alabama. Like the mgority of rura telephone companies dl across the nation, my
company was formed to bring quality communications service to arurd market that was overlooked by the
nation' s largest carriers. Because we are acommunity based telecommunications provider, we have a
specid interest in fulfilling the varied communications needs of our community.

The chdlenges facing Public Service Teephone Company are representative of those facing rurd
incumbent loca exchange carriers (ILECs) in markets throughout the nation. And for the most part, the
hundreds of other rura 1LECs throughout the nation are offering asmilar array of communications services
to their markets. That iswhy today | am aso gppearing Soecificaly on behdf of those hundreds of other
ILECsthat are represented by the Independent Telephone and Telecommunications Alliance, the Nationa
Rura Telecom Association, the Nationd Teecommunications Cooperative Association, the Organization
for the Promation and Advancement of Smdl Telecommunications Companies, and the Western Alliance
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which is a
partnership of the Western Rurd Telephone Association and the Rocky Mountain Telecommunications
Association.

| ds0 bring to the table my experience as adirector of the National Exchange Carriers Association
(NECA) of which I am currently the board chairman, athough | am not spesking on behaf of NECA
today. NECA and its subsidiaries play an important role in administering the federa universd service and
access charge programs that are so important to ensuring that tel ephone service remains available and
affordable in al parts of the country.

The Essence Of Our Concern

Universd sarvice isthe cornerstone of our nation's telecommunications policy. It isasocia compact
embracing (1) theided that al Americans, both urban and rurd, are entitled to qudity telecommunications
sarvices at affordable rates and (2) the economic fact that the value of a network to every customer is
enhanced by ensuring that the greatest possible number of customers are connected to the network. So
important isthis nationd policy that its higtoric high-cost and low-income mission, begun under the mandate
of the 1934 Communications Act, was specificaly enshrined in clear, concise termsin the 1996 Act. At
that time, Congress aso expanded the policy, adding the new objective ensuring that schoals, libraries, and
rurd hedth care fadilities may fully access the advanced tedecommunications features that are available via
our nationwide, integrated network.

Y et we continue to have ample reason for concern with the future of our nation's universal service program.
Generdly, these concerns date to the development of the rurd and universal service provisons of the 1996
Act. While we are grateful that Congress worked such strong provisions into that statute, we are, aswe
were then, neverthelesswary of severa eements of the provisons -- particularly, those that dlow
additiona carriersto receive universa service support in agiven market without adding any vaue for the
support they receive.

Ensuring The Stability And Sufficiency of Universal Service

The Committee has asked for testimony on the FCC's open proceeding considering a proposal to relieve
the long digtance carriers from dmogt al of their current statutory duty to contribute to federa programs
that support universal service. The plan would assess contributions based on the number and capacity of
"connections' provided to the public switched network. Thisisahighly controversd proposal, and, to be
hones, the associations | represent have taken different positions on how to solve the current universa
sarvice dilemma. One view isthat the FCC should continue to assess interstate revenues to fund support
programs. The other isthat the FCC should only move forward on aflat-rate, non-revenue based
contribution assessment method if it makes sgnificant changes in the proposal.
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Theinteregting thing is that these seemingly opposite recommendations are redlly the only differences
between what the associations have said about the "end- user connection” scheme. Let metell you about
the points we dl agree about. First, we al oppose the plan as proposed because the statute expresdy says
that al carriers that provide interstate telecommunications services have to contribute on an equitable and
nondiscriminatory basis. While end users connect with local exchange carriers for exchange access -
origination and terminetion of calls within the locd area - actud interstate service requires the customer to
use an interdtate long distance carrier's state-to-state service. Whether the FCC fixes the end user
connections plan or stays with interstate revenues, the associations al agree that the interstate carriers have
to be the principal contributors.

Second, we al agree that universal service support needs to be sufficient and sustainable and should be
fair to dl providers and users of al kinds of networks. We are dl aware of growth in the fund and concerns
about shiftsin whet carriers are providing interstate services. These developments have created a serious
issue about how to prevent erosion and evasion of support mechanisms. Thus, we dl agree that the FCC
needs to assess the broadest possible list of contributors to keep each carrier's contribution and the amount
it needs to recover from its cusomers as smal as possible. The law dlowsthe FCC to assess dl providers
of “tdecommunications” if the public interest requires, even if they are not common carriers. We dl agree
that al providers that compete with each other and provide the same functions should have the same
contribution respongibilities. This meansthat cable modem providers and information service providers that
provide their own transmission should contribute, just as ILECs presently contribute for their transmisson
role in providing Internet access. This aso means that wireess carriers need to be assessed on afairer
bas's than the current "safe harbor” adopted as a temporary measure before the dawn of the new wireless
eraof nationwide toll and locd cdling plans.

Therefore, we al oppose the plan that is the subject of this pand and want everyone in the same shoes to
contribute on the same basis. The only difference isin whether we have urged the FCC to continue the
present method with a broader contribution base or suggested ways to make a flat-rate monthly
assessment method work.

Universa sarvice programs have successfully connected rurd American households and businesses,
schools and libraries, low-income families, and others to the public switched network. In addition to
connecting people to the network, a strong universal service policy provides other economic and socid
benefits. For example, rurd Americansin particular see opportunities for their communities to thrive and
prosper through rurd economic development fostered by modern telecommunications. Indeed, few would
argue that the nation has dready achieved many benefits from pursuing universal service as anaiond public

policy god.

With thisin mind, it is critically important that Congress continue to ensure a sustainable funding mechanism
that provides stable and sufficient universal service funds. Thisis necessary because the sufficiency and the
sudtainability of the fund will be even more serioudy chalenged in the days ahead for two reasons: (1) an
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increesng demand for universal service funds; (2) a convergence of technology and growth in the Internet.

Our concern isthat the Sze of the universa service fund may become so large that the current funding
mechanism can no longer provide sufficient support dollars. For example, in the year 2000 gpproximately
$4.5 billion in universal service funds were needed to support dl existing programs.

However, given recent FCC decisions regarding access and universal service issuesin the CALLS and
MAG access orders, it is currently estimated that for the year 2003, universa service fund requirements
will exceed $6 hillion.

Moreover, the number of competing carriers seeking designation as eligible to receive universa service
support is growing at an ever-increasing pace. And the resultant effect on the universal service program is
predictably sgnificant. In thefirst quarter of 2001, competing carriers were receiving their redundant
universal service support a an annualized rate totaling nearly $4.7 million. Just alittle more than ayear
later, in the third quarter of 2002, such carriers are receiving duplicative support at an annuaized rate
totding nearly $76.4 million. Truly, the growing Size of the fund istaxing the ability of current contribution
methods to generate sufficient funds.

Moving to the second point, converging communications technologies and the rapid growth of the Internet
pose long-term chdlenges to the " sufficiency” and sustainability of funding for Universd Service. Evalving
technologies are causing the revenues of traditional telecommunications providers that contribute to the fund
to dwindle as they are replaced by anew cadre of players. In addition, new technologies are creeting new
ways to deliver telecommunications and information services that, so far, enable the users and providersto
avoid universal service contribution responsbilities.

For example, the gradua but ever-growing use of broadband platforms and Internet Protocol (IP)
networks plays asgnificant role in the present ingtability of the contribution base. Consumersuse IP
networksin avariety of ways (e.g. access to the World Wide Web, e-mail, ingtant messaging, Internet
telephony) and via various platforms (e.g. cable, wirdess, satellite) to subgtitute for interstate cals on the
public switched network. As*Internet substitution” grows, traditiona interstate revenues providing the
funding base for universd sarvice will diminish. And there will be little offsetting gain, since presently only
wiregline telecommunications carriers are required to contribute on the basis of revenues earned from
Internet access service while dl other Internet access providers utilizing other platforms remain exempt
from the obligation.

Given these threats to the fund, it is time to reassess the overdl fund composition, as well asthe services
and sarvice providers that should be contributing to universa service. Fundamentaly, dl facilities-based
providers of telecommunications, regardiess of technology platform, should contribute to the universa
sarvice fund. Contributions should be based upon interstate telecommunications activities, and not be tied
to anarrow definition of "interstate telecommunications services."

Essentidly, what this means is that the contribution base should be broadened for dl purposes funded by
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the universal service mechanism Broadband service providers,
whet her consi dered i nformati on service providers or

telecommunications service providers, should be included as supporters of universd service. And dl
broadband service providers should be assessed in asimilar manner. In short, there should be parity in the
contribution methodology applied to dl telecommunications providers.

It isimportant that the funding mechanism operate in acompetitively neutrd fashion. Customers of both
information and telecommunications services should not be driven to one provider over another based on
differences in responghility for contributing to universal service. And for the benefit of consumers and
providers dike, an adminigtratively smple and flexible method for assessing and collecting funds from
interdtate service providers should be implemented to ensure a sustainable fund.

In reassessing the makeup of contributors to the fund, Congress should indst that interexchange carriers,
Internet access providers, wireless carriers, bundled service providers, payphone providers, dia-around
sarvices, and IP telephony providers, aswell asloca exchange carriers dl contribute to the universd
sarvice fund. Contribution obligations imposed on a particular telecommunications industry segment or
consumer group, e.g., multi-line business, should be equitable, competitively and technologicaly neurd,
and not so large that they drive users off the public network. For example, centrex customers have dready
faced an access charge hike to $9.20, and cannot weether steep new contributions pass-throughs.

In sum, for the reasons outlined above that threaten the existence of the current universal service fund, it is
important that Congress reaffirm its commitment to a sustainable universal service fund. Congress should
direct the FCC to identify a better funding mechanism in accordance with the statute that will provide a
reliable and sufficient source of funds. The funding mechanism chosen should be gpplied to dl

fedlities- based interstate telecommunications or information service providers that provide an interstate
telecommuni cations component as part of their end user services.

Finally, the responsbility to ensure that schools, libraries and rura hedlth care providers have access to
telecommunications, Internet access, and interna connectionsis a nationd respongbility and should not
soldy be the responghility of the telecommunicationsindustry. For one thing, the schools and libraries and
rurd health care programs should be collected and administered as a separate fund.

States Must Take ETC Responsibilities M ore Seriously

Finding a better way of assessing contributions to universal service support on carriersis only one problem
the FCC needs to resolve to make universal service support funding sustainable. Another key issueis how
additiond carriers quaify for universal service support and the basis on which they are supported once they

qudify.

We argued for tighter language at the time of the 1996 Act's implementation, but the emphasis on moving
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to a so-called conpetitive deregul ated environment was such that
a nore restrictive universa sarvice section was ultimately precluded. Owing to misguided
interpretations and implementation of the 1996 Act, today we are at the point where pressures on the
program have grown to the degree that we are now very concerned about its long-term viahility.

Although we have never agreed with the concept of dlowing multiple carriersin amarket served by arurd
telephone company to receive universal service support, we had hoped that the safeguardsin the law
would prevent the duplicative support provisions from doing unintended harm. In fact, we have dways
noted that the great mgority of rurd markets that are served by our members are not and may never bein
aposition to sustain more than one carrier. Artificid competition -- that is competition that is based upon a
business plan relying on duplicative universd service support -- is not market driven competition a al and
should be discouraged, not encouraged. Technically, the statute contemplates multiple carrier support in
non-rurd telephone company areas and even requiresiit in the large urban-centered markets. In our view,
however, the provison alowing an existing support recipient to voluntarily relinquish its ETC designation
when anew recipient qudified indicates that the congressond intent behind the provision was that new
entrants into amarket would be making a genuine, carrier of last resort-like, commitment to the market in
order to receive universal service support.

The legidative higtory leading to the crestion of the section of the statute that provides the states with the
responsbility of making ETC determinations shows that the Congress believed state authorities would bein
a better position to make ETC determinations than the FCC. State policymakers, after dl, would have the
best information with regard to the needs of their respective rurd markets and would have a vested interest
in ensuring such markets were efficiently and well served. Unfortunately, to a large extent state
policymakers have smply followed the direction and directives of the FCC, without agreet ded of thought
being given to their individud, unique circumgtances.

The FCC fird tried to prevent states from adopting any additiona requirements for carriers seeking to
qualify for support. The 5th Circuit decided that the law did not permit this prohibition. The FCC has,
since then, issued an unnecessary declaratory ruling threatening to preempt state requirements the FCC
perceives as obstacles to the publicly- supported "competition™ it wants to foster.

Spurred by the FCC, multiple sate authorities have moved aggressively forward to establish
interconnection and universa service environments that heartily embrace competition and deregulation, but
hardly take notice of their statutory universal service responsihbilities. The practice of making support
available in the name of stimulating competition hasled to the granting of ETC status to new market
entrants without regard to the impact on efficiency, the cost or who would pay.

In case after case Sate authorities have granted ETC status to competitive carriers based on extremely
loose public interest tests. In fact, for the most part " competitive neutrdity” is often judged to be equivaent
to artificidly inducing competition and even such synthetic competition has been assumed to be in the public
interest. Such theory has no place in the regulatory arena as it gppliesto rura markets. In the case of the
rurd markets served by my company and those of my rurd company colleagues, the entire communities are
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typically already receiving high quality, affordable
conmmuni cations services and the existing provider is doing all
it can to provide advanced capabilities.

As noted, section 214(e)(2) of the Communications Act of 1934, as amended, requires state commissions
to designate additiona ETCsin areas served by non-rura ILECs. However, Congress had reservations as
to whether the introduction of subsidized competition into the areas served by rurd telephone companies
would immediatdy or in al cases be beneficid to the provison of universa service. These concerns led
Congress to require a public interest determination prior to the designation of additiond ETCsinrurd
company service aress. It follows, then, that the introduction of competition in arura service area cannot
be conddered, itsdf, a demongration of serving the public interest. That is exactly the question Congress
required the states to determine as a prerequisite for designating an additional ETC in arura telephone
company's sudy area.

We cdl upon Congress to work with us to strengthen the federd statute in away that makesiit clear that
ETC designations are to be taken serioudy and that the responsibilities associated with receipt of this
designation must be of acarier of last resort level of commitment that are demanded of incumbent carriers.
Providing universal service support to acarrier that is unwilling to provide service within the evolving
definition is wasteful and serves no onewdl. The fact of the matter is that we incumbents have dways
provided red vaue to our customers and to the nationwide end-user contributors in return for our ETC
designations, and we would not have it any other way. Nevertheless, Congress should no longer St il
and watch others take advantage of this critical program.

Providing Support For Multiple Carriers At The Incumbent Carrier's Cost

But as | dluded in my opening, the states are not the only ones running up the costs for the universal service
program without increasing the benefits. The FCC is aso responsible. One of the most controversia and
costly FCC actions "implementing” Congresss universal service requirementsisitsrevison of the
pro-consumer policy into a consumer-funded windfal for competing carriersin rurd areas. This unjudtified
consumer burden came about because the FCC uses the incumbent loca telephone company's actud costs
for providing aline to its cusomersto caculate the universal service support for competing carriers.

The FCC origindly said that it would use its proxy model, based on an imaginary sate-of-the-art
lowest-cost network for rurd carriers support. However, its Rura Task Force, made up of
representatives of consumers and all sorts of carriers, determined that the proxy modd smply would not
work for the extremely varied rurd telephone companies and the differing conditionsin their service aress.
And we agree. Neverthdess, the FCC 4ill wants to force rural companies into its misshapen proxy mold.
Fortunately, for now it is till usng actud cogts, which accurately

measure the need for support for incumbents under the current formulas.
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Fixated on the principle of "competitive neutrdity” it had added to the list of principles Congress adopted,
the FCC decided to make support "portable.” By this, the FCC meant that universal service support for
high cog, rurd, and insular areas would be shifted to a competitive ETC that “wins’ or “captures’ a
customer from an ILEC. It later spoke of support for “new” customers, too. Theideais that the new
eligible carrier would receive the same leve of universal service support for acustomer no longer served by
the incumbent as the ILEC would have been digible to receive for serving that customer.

The FCC'srationale was that "paying the support to a competitive eigible telecommunications carrier that
wins the customer or adds a new subscriber would aid the entry of competition in rural study areas”? The
FCC smply brushed aside the gatutory language, ignoring that section '254's requirements for "sufficient,”
"predictable" and, above dl, "specific' support are totaly at odds with basing support on ancther carrier’s
cost- specific support.

The FCC has never even required new digible carriers to show which lines they have "captured” or which
linesare"new." Instead, it developed rules that now provide support for whatever lines the new designated
carier serveswhen it is desgnated, including lines that it has been providing for years without the need for
any support from the nation's consumers. Moreover, basing support on the incumbent’ s actua costs
means that the competing carrier's subsidy per line has no link whatever to its own costs or rates. Thus, the
support is not "specific' and isamost certain to be more than "sufficient,” since unlike ILECs, competitors
can choose where to serve and where to seek support.

Asaresult, wirdless carriers get support based on the high costs of providing a copper or fiber lineto a
remote ranch in Montana. However, the economics of how wireless carriersincur codts are entirely
different, and they do not need to ingal linesto the customer's premises. They also get support based on
the greater codts per line for necessarily smal switches provided by small incumbent carriersin areas with
few subscribers, regardless of the size, location, or efficiency of their switches or the scope of their service
areas. The mismatch between support and costs has become even greater now that the FCC has adopted
Interstate Common Line Support (ICLS) to replace cost recovery that ILECs used to get viatheir access
charges to long distance carriers. However, while the incumbents lowered their access charges to qualify
for support, the competing subsidized carriers claim that they must get the additiona support per line
without changing their rates or services at dl.

The claim that support is necessary to bring competitorsinto rura aressis not supported by the facts.
What has generally been the case, for example, isthat the additiona support is claimed by arurd clular

! Federal-Sate Joint Board on Universal Service, CC Docket No. 96-45, Access Charge Reform, Price Cap
Performance Review for Local Exchange Carriers, Transport Rate Structure and Pricing, End User Common Line
Charge, CC Docket Nos. 96-262, 94-1, 91-213, 95-72, Fourth Order on Reconsideration in CC Docket No. 96-45, Report
and Order in CC Docket Nos. 96-45, 96-262, 94-1, 91-213, 95-72, 13 FCC Rcd 5318, 5364-5365, para. 79 (1997) (4th Order on
Reconsideration), citing Federal-State Joint Board on Universal Service, CC Docket No. 96-45, Report and Order, 12
FCC Rcd 8776, 8932-34, 8944-46 (1997) (Order).

2 Order, 12 FCC Red 8944, para. 311.
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carrier that is already serving the area where it draws support.
Under cur rent FCC policies, it immediately obtains support at nationwide consumers expense for the
linesit isdready providing to paying cusomers. The lure of support for nothing is quickly inducing wirdess
carriersto cash in on the consumer-financed bonanza.

Incumbent loca phone companies serve asthe so-cdled carrier of last resort in their service areas. This
means that they must provide service in response to any reasonable demand, including, for example, when
competitors cease to provide service, and cannot discontinue service without regulatory permisson. These
obligations are key safeguards againgt any community or consumer losing the ability to connect into the
public switched network at just and reasonable rates.

In contrast, the wireless carriers that are beginning to line up for the right to draw support are dso the
strongest opponents of any requirements that competing subsidized carriers provide proven vaueto
consumers in return for the support they receive. These carriers claim that section '332(c) of the Act,
which exempts them from date rate and entry regulation, dso bars any sate from requiring them to meet
rate level requirementsto judtify their subsidies under universal service support programs. They expect the
generd public to cover some of their costs of providing service under the nationd policy of providing
universal sarvice in high-cost markets. But they refuse to recognize the difference between state regulation
-- stting rates or placing obstacles that prevent them from providing competing service a dl -- and
requiring them to provide value to the nation's ratepayers to justify the support they receive. These carriers
even complain that it is against government policy to ask competing carriers to caculate their costs of
sarvice to qualify for support from nationwide users of the network. It isasif gpplicants for hurricane
disaster assistance took the position that they could not be asked to demonstrate that they had been
affected by hurricane damage because financid information and information about the condition of their

property is private.

Under section 253 of the Act, carriers are free to enter and provide competing service in markets
throughout the nation without regulatory obstacles. However, it is not forbidden "regulation” to ask that
they justify the need for and use of the support they draw from the network under the consumer-centered
purposes for which universal service support has been established. Nor should the section 332 prohibition
on requiring wireless carriers to provide equa access S0 that their customers can salect among competing
long distance providers mean that they are shielded from meeting that universal service requirement if they
voluntarily seek high cost subsidies. It is @surd to equate regulatory requirements that apply as a condition
for providing service as a carrier with conditions that attach only to carriers that choose of their own
volition to seek support under programs designed to spread the cost of nationwide service at affordable
rates throughout the nation.

Indeed, section 254(e) of the Act requiresthat carriers that obtain federa universal service support useiit
only for the legitimate universal service purposes for which it isintended. Since the support for incumbents
is based dmost entirdly on their own past actud investment and expense payments, it is clear that the
support has been used for purposes covered by the cost-based support formulas. The useto which
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competitors will put support based on the incumbents actua spending record, cannot be discerned from
the formulas or records. Their unsupported self- certification that they use the support for gppropriate
purposes is suspect, a best, when they need not capture customers, add new customers, change their
rates, increase their investments, improve their services or make any other legitimate use of the windfall
payments they receive. Congress owesit to the nation's telecommunications customers that fund the
federa universa service programs (@) to base each ETC's support payments on its own cost of providing
sarvice and (b) to verify that non-cost-based payments are actualy put to use for the statutory purposes.

Findly, the argument of wirdess carriers that the definition of universal service must not be upgraded unless
they can meet the new standard is a perversion of the pro-consumer foundation on which the nationd
universal service policy rests. While competitive loca exchange carriers (CLECs) have tried to provide
broadband in their markets, wireless carriers that are entering markets on the basis of what universal
sarvice subsidy is available put their own interests ahead of the consumers Congress sought to benefit. To
make the level of support available to particular carriers atest for whether and when consumers should be
able to count on the evolving definition of universa service the law requiresis an affront to the statutory
principles of reasonably comparable urban and rurd rates and services, including advanced
telecommunications and information services and to the 'section 706 objective of universdly avallable
access to broadband services. Althoughiit istoo early to change the definition at this point in the
development of the broadband marketplace, who can qualify for support will never be areasonable
standard for evolving the supported universal services within the definition.

Universal Servicels Good Public Policy For America

| noted eaxrlier that today, the high-cost component of the universal service program handles approximately
$3 hillion in annud carrier-to-carrier support transactions, which represents about haf the amount thet is
channeled through the overdl fund each year. The high-cost component is a"safety-net” of sortsfor rurd
markets and their subscribers, but it isaso atool to ensure that al Americans enjoy the benefits and
security of anationwide integrated network. Congress and successive administrations have wisdy
recognized the value of this component of the program and now, above al else, need to take stepsto
ensure its ongoing ability to function according to Satutory intent.

The high-cost dement of the fund is used to build telecommunications "platform” infrastructure. Without a
telecommunications platform, our schools and libraries, rurd hedth care, and lifeline and link-up programs,
and millions of rurd Americans, have nothing. Modern tedlecommunications infrastructure in rurd America
enables divergty of education, and hedlth and other socid services comparable to those in urban aress.

Our nation's firgt priority for rurd areas should be to provide a stable environment for continued
telecommunications investment. Technologies and businesses, even the likes of MCI, come and go. But
one of the mogt important ways rurd Americans have benefited from universd serviceisthat it has
sugtained a teecommunications commitment to rura communities for decades. "Rurd telephone
companies,” as defined in the 1996 Act, have become an integrd part of rurd communities throughout
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Anmerica and have remai ned econom cally viable in these high-cost
areas due, in large part, to strong universal savicepadlicy.

In recent years, rurd areas have become increasingly dependent on universal service funds. FCC decisions
to resolve interstate access pricing have consstently shifted ILEC revenue requirement and the matching
cost recovery to the high cost component of universal service. Many smdl and rurd ILECstoday rely on
interstate access and universa service dollars for 45-to- 70 percent of their revenue base.

The 1996 Act promoted both competition and universal service for the telecommunications industry.
However, those who focus solely on competition for the industry believe that communications should
ultimately be viewed as acommodity. That certainly makes discussions about the benefits of competition
more gpplicable to communications. But that is not redity for rurd America, let done what Congress had
in mind when formulating the public policy god of universd service.

The commodity concept istoo limiting when discussing the role of communications, especidly in rurd
America. Certainly thefirgt objective of universal serviceis getting people connected to the network. But
thereis amuch broader socid context and objective for rurd Americathat istied to universa service.
How far Congress and regulators are willing, or are permitted, to go to move away from "commodity”
thinking and discuss socid outcomes has alot to do with maximizing the benefits to be derived from our
nation's universa service policy.

Commodity and competition smply mean ddivering aqudity widget a the lowest price possble. Thereis
no consderation given to other synergies and tangentia outcomes that can have a positive impact on rura
communities - their economies and quality of life. Rurd telephone companies have demondrated their
commitmert to their communities by bringing and improving service in aress the largest companies were not
interested in serving. Their record spesks for itsdlf. So, demongtrably, rura communicationsis much more
than a commodity. It isboth a utility and an engine for economic development. Itisatool for local
business leaders, locd telephone company management, and loca government officids to usein growing
thelr communities, to use in improving the local economy and qudity of life,

Rurd telephone companies are working hard to support rura America and promote rural economic
development. The public policy provisons that will be applicable to smdl and rurd carriers must give them
assurance that they will have a reasonable opportunity to recover ther infrastructure invesments, which will
support future broadband services.

In sum, astrong universal service policy is till needed today to ensure a stable environment that
encourages continued telecommunications investment in rurd America Incumbent rura telephone
companies have met the chalenge of deploying tdecommunications infrastiructure in high-cost rural aress.
With a grong universal service policy, they can continue to help rurd communities and rurd Americans
redlize diversity of education, improved hedlth and other socia services, and economic development
through modern tdecommunications.
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